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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

The Board of Directors and Stockholders 
Discovery Holding Company: 

We have audited management's acsessmcnt, included in the accompanying Munagemcnt's Repon on Internal 
Control over Financial Reporting appearing on page 11- 15, that Discovery Holding Company maintained effective internal 
control over financial reporting as of December 31. 2006, based on the criluia established in htcrnnl Conmi-  
Inrepxed Frmework issued by the Commitlet of Sponsoring Organizations of thc Trcadway Commission ("COSO). 
Managcmcnt of Discovery Holding Company i s  responsible for maintaining effective inkmil control over financial 
reponing and for its asSessmmt of the effectiveness of internal control over financial reponing. Dur responsibility is to 
cxprcrs an opinion on management's as~cssment and an opinion on thc effectiveness of the internal control over financial 
reporting of Discovery Holding Company bared on OUT audit. 

W e  conducted our audit in accordancz with thc standards of thc Public Company Accounting Oversight Board 
(United States). Those standards require that we plan and perform the audil to obtain reasonable assurance about whuher 
effective intcrnal conmol over financial reporting w a  maintained in all marcrial rcrpectr. Our audit included obtaining an 
undcrslanding of intunal conlrol ovcr financial repolting. evaluating managvncnt's ar~arrncnt. testing and evaluating 
the design and operating effectiveness of internal conuOl. and p r f m i n g  such other procedurcs as we considered 
neccsrary m the cirrumstanccs. Wc belicve that our audil provides a rcasonablc basis for our opinion 

A company's internal cnntml over financial reporting is a process designed to provide reasmablc assurance 
regardmg thc reliability of finzncial reponing and thc preparation of financial slatemcnts for external pwposcs in 
accordance with generally accepted accounting principles. Aeompany'r internal conrral over financial reponing includes 
those policics and procedures that (1) penaim to the rnainlmnancc of records that. in reasonable detail. accurately and fairly 
reflect the mansacdons of the company; (2) provide reasonable assurance that tnnsactions are recorded as neeesspry to 
permit preparation of financial slafrmcnts and mlitcd disclosum in acmrdancc with gcncrally accepted accounting 
principles; (3) provide reasonable assurance that rcccipts and expcnditura of the company are being made only in 
accordance with aurhorirations of manrgcmcnl and dircctm of thc company; and (4) pmvidc rearonablc &sumcc 
regarding prevention or timely detection of unauthorized acquisition, use. or disposition of the company's assets that 
could have a material effect on the financial rtatemcnlJ. 

Because of i t s  inherent limitations. intsrnal control over financial reporting may not prevcnt or detect misstatements. 
Also. pmjcctions of any evaluation of cffcctivcncss to future periods a n  subject to the risk that controls may b c w m  
inadequate because of changes in conditions, or that the dcgrcc of compliance with the policies or procedures may 
deteriorarc. 

In our opimon. management's assessmm~ that Discovery Holding Company maintained effective internal control 
oyer financial reporting as ofDecember 31,2006. is fairly slated. in all matens1 respects. based OD criteria established in 
lnrernnl Conrrol~ hregrated Framework issued by COSO. Also, in OUT opinion, Discovery Holding Company main- 
tained. in all matc~%l mrpccts. cffcctive internal control O Y ~  financial rcponing as of Deccmbcr 31,2W6. based on thc 
criteria established in Intern01 Control - Integrated Fromouark issued by COSO. 

We. also haw audited. in accordance with the standards of thcPublic Company Accounting Oversight Board (United 
Slates). the consolidated balancc shests of Discovery Holding Company and subsidiaricr as of December 31.2006 and 
2005, and the rclatcd consolidated statcmtnts of operations and comprchcnsive earnings (loss). cash flaws and 
stockholdsrs' equity for each of thc years in the bee-year period ended December 31, 2006. and our repon dated 
February 28.2007 crprtsred an unqualified opinion on tharc consolidated financial ssatemwts. 

KPMG U P  
Denver, Colorado 
February 28,2007 

~ 

11-16 

DHC.I.D.0001011 

840 



Rcpon of Independmi Registered Public Accounting Firm 

The Board of Directon and Stockholders 
Discovery Holding Company: 

We have audited h e  accompanying consolidated balancs sheets of Discovery Holding Company and subsidiaries BE 
of December 3 I ,  2006 and 2005. and the related consolidated statements ofoperations and comprehensive earnings (loss). 
cash flows and stockholders' equity for each of the years in the three-year period ended Deccmber 31, 2006. These 
consolidated financial statements are the responsibility of the Company's management. Our responsibility is to express an 
opinmn on there consolidatcd financial statemenis based on our audits. We did not audit the financial statements of 
Discovery Communications. he.. (a 50 pcrccnt owned invcstcc company). Thc Company's invcstmmt in Discovery 
Communications. Inc. at December 31. 20% and 2005. was $3.129.157.000 and 163.018.622.000. rcspativcly. and its 
cquily in carnings of Discovcry Communications, Inc. was $103.588.000. 679,810,000 and $84,011,000 for ths y c m  
endcd December 31, 2006. 2005 and 2004. respectively. Thc financial statcmcns of Discovery Communications. Inc. 
wtrc audited by other auditors whors rcprt  has been furnirhcd to us, and our opinion, insofar as it  rslat.tss to the amounts 
includcd for Discovery Communications. Inc., i s  based solcly on the rrport of thc othcr auditors. 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board 
(United States). Those standards require lhat wc plan and perform the audit to obtain rcasonsbls asssurancc about whether 
the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence 
suppomng the amwnts and dirlmurcr in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the ovual financial statement 
presentation. We believe that ow audits and the report of the other auditors provide a reasonable basis for our opinion. 

In our opinion, based on our audits and thc mpon of the othcr auditors, thc consolidated financial statcmcnu rcfcrrcd 
ID above present fairly, in all m a l e d  respects. the financial pmitian of Dircovcry Holding Company and subsidjaris as 
uf Dccembcr 3 I ,  2W6 and 2W5, and thc ~ C S Y I ~ S  of their operations and thcir cash flows for each of the yeAn in the thrps- 
year penad ended December 31, 2W6. in conformity with U.S. generally acccptcd accounting principles. 

Holding Company adopted SFAS No. 123R. Share Bared Payment. 

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United 
States), the effectiveness of Discovery Holding Company's internal mud over financial reponing as of December 31. 
2006, based on the criteria ertablishcd in hrcrnal Conrml-Inregrated Frmcwork issued by the Commirrcr oj 
Sponroring Organizations of the Treodway Cornmirr;on (COSOJ. and our repon dated February 28. 2007 expressed 
an unqualified opinion on management's B S S C I S ~ I C I ) ~  of, and rhc effective operation of, internal conuol over financial 

As discussed in note 3 to the accompanying mnrolidated financial statements, effective January I .  2006, Discovery 

reponin.& 

KPMG LLP 
Denver, Colorado 
Fcbruary 28, 2007 
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 

Consolidated Balance Sheets 

ASSETS 
Cllrrpnt assew 

Cash and cash yuivalcnts. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Trade receivables. net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Prepaid espenses 11.522 
other cunent asses 3,629 
Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  317,362 

Invcstmcnts in marketable recuriticr 51,837 
lnvcsment in Discovery Comrnudcationr. Inc. ("Discovery" m "DCI") (notc 5 )  . . . . . .  3,129,157 
Proprry and equiprncnt, net (note 6) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  280.775 
Cmdwill (note 7). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,074,789 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other assets. net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17,062 

. . . . . . . . . . . . . . . .  S 5.870.982 Tnotal asscis . . . . . . . . . . . . . . . . . . . . .  

LLABILITIES AND STOCKHOLDERS' EQUITY 
Current liabilities: 

Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 43,656 
Accrued payroll and related liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  32.292 
Other accrued liabilities 29,924 
Dcfcrrcd revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  16.015 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total curren: liabilities . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  121.887 
Deferred inmme tax liabilities (not . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,174,594 
0th- liabilikr 25.237 

Tootal liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1.321.718 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Commitrnenls and contingencies (notes 14 and 15) 
Stockholdcrr' equity (notc 11): 

- Rcfcrred stock. $.OI par value. Authorized 50.000.000 shares: no shares issued . . . . .  
Scncs A common stock, J.01 par value. Authonred 600.w0,oOO sharer; issued and 

outstanding 268,194.966 shares at December 31, 2w6 and 268,097.442 shares at 
December 31, 2 0 0 5 . .  . . . . . . . . . . . . . . . . . . . . .  . . . . . . .  2.682 

Series B common stock, S.01 par value. Authorized 50.030,000 shares: issued and 
outstanding 12,025.088 shares at December 31, 2w6 and 12,106,093 s h m s  at 
DEccmbcr 31.2005. . . . . . .  . .  120 

Series C common stock, $.01 par value. Aufhorized 600,000,000 shares; no Shares 
i,sucd . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 

Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5,714,379 
Accumulated dcticlt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1,183.831) 

w 15.914 
Tmal stackholderr' equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4,549.264 

Total liabilities and stwkholdcrs' equity. . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . .  

See accompanying notes to consolidated financial statements. 
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 

Consolidaled Statemeats of Operations and Comprehensive Earnings (Loss) 

. .  
Net re”e””e. . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $688,087 694,509 631.215 

Cast of se~yiccs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  454,482 445.839 380.290 
Operating expenses: 

Selling, general. and administrative. including stock-based compcnration . . . . .  177,366 174,428 155,905 
Depreciation and ammilation . . ~  67,929 76,377 77,695 
RestruauCng and other charges [note 8). . . . . . . . . . . . . . . . . . . . . . . . . . . .  12,092 4,112 

(2,047) (4,845) 429 
Impairment of goodwill (note 7). ~ ~ _ _  93,402 

803.224 695,911 614,280 

. . . . . . . . . . . . . . . . . . . .  
- 

Loss (gain) on sac  of operaring assets . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 51 

~ _ _ _ _  
Operating income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (115,137) (1,402) 16.935 

Share of earnings of Discovery (note 5) . . . . . . . . . . . . . . . . . . . . . . . . . . . .  103.588 79,810 84.011 
Other income: 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  132 Ofhcr, n c t . .  ~ _ _ _ _  9,481 3.704 
113,069 83,514 84,143 ~ - -  

Emings (loss) before income IPXCS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (2.068) 82,112 101,018 
Income tax expense (nom IO). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (48.836) (34.970) (43.942) 

Nctcamings(1ass) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  33.276 66,108 6 (46.010) 

Foreign cunency translation adjusments, . . . . . . . . . . . . . . . . . . . . . . . . . . . .  17,922 (14.821) 6.797 

Other comprehensive earnings (loss). . . . . . . . . . . . . . .  . . . . . . . . . . . . .  17,774 (14,170) 5,635 
Comprehensive earnings (lass). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  19,106 71.743 

Olhcr cornpchcnsivc earnings (loss), net of taxes (note 13): 
Unrealized holding gains (lorscr) arising during thc pe”od (148) 651 (1.l621 . . . . . . . . . . . . . . .  

- - _ _  
Basic and diluted earnings (loss) per common rharc (note 3). . . . . . . . . . . . . . . .  $ (0.16) 0.12 __ 0.24 _ _ _ _ ~  

Scc accompanying notcs to  consolidatcd financial statcmcnls 
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DISCOVERY HOLDING COMPANY A N D  SUBSIDIARIES 

Consolidated Slalemenls ot Caah F l o w  
Y e a n  Eodrd December 31, 

ZDM 1005 ZaQ4 
.mourn* i. u0"slodr 

_ _ - -  
(we note 41 

Cash flows from operating activities: 
Net earnings (loss) . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (46.010) 33.276 66,108 
AdjuUmcnts to reconcile oet earnings (loss) to net cash provided by operating 

activities: 

Depreciation and amoiiiration . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  67,929 76.377 77,605 
Stock-based compensation.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,817 4.383 2.775 

51 
Payments for stock-bascd compensation - (2.139) - 
Impairment of goodwill. 93,402 - 

Deferred income tax expense. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  42.1 15 50.363 31,692 
ocher non-cash charges (credits), nct . . . . . . . . . . . . . . . . . . . . . . . . .  (1,342) (4.6841 706 

. . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Share of earnings of Discavely . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (103.588) (79,810) (84,011) 

Changes in assscts and liabilities (nct of acquisitions): 
Trade ru'eivablcs. . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  (9.718) 16,237 (36.405) 

Payable% and other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  27,683 (19.516) 32,432 

Net msh provided by operating activities . . . . . . . . . . . . . . . . . . . . . . .  73,633 85,291 84.322 

Prepaid expenses and other c~rrcnt as . . . . . . . . . . . . . . . . . . . . . . . . .  1.345 10.804 (6,6311 

Cash flows fmm investing activities: 
Capilal expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (77,541) (90,526) (49,292) 
Cash paid for acquiribons. net of cash acquired. . . . . . . . . . . . . . . . . . . . . .  (46.793) - (44,238) 
Nct ralcs (purchases) of markmble wcuitics . . . . . . . . . . . . . . . . . . . . . . . .  (51.837) 12.800 (12.8W) 
Cash proceeds from dispositions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5.697 15.374 3.978 

. . . . . . .  73 Other investing activities, net. . . . . . . . . . . . . .  992 (394) __ _ _ _ _  
Net cash ured in inverting activi t ies. . . . . . . . . . . . . . . . . . . . . . . . . . . .  (169,482) (62,746) (102,179) 

Cash flowr; from financing activities: 
Net cash transfers from Libwty . . .  . . . . . . . . . . . . . . . . . . . . . . . . . .  - 206,044 30,999 

- - NR cash from option cxercises . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Payments of long-term debt and capital lease obligations. (7) (12) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  __ 134 - Other fmancing activities. net 

. . . . . . . . . .  . . . . . .  272 206,166 30,599 

279 
- . . . . . . . . . . . . . . .  

_ _ _ - -  Net cash provided by financing activitie~ 

Net increase (decrease) in cash and cash equivalenrs. . . . . . . . . . . . . . . .  (95.577) 228.711 13.042 
Cash and cash cquivalcnts at beginning of year . . . . . . . . . . . . . . . . . . . . . . .  250,352 21,641 8599 

Cash and cash tqvivalents at end of year. . . . . .  . . . . . . .  S 154,775 250352 21.641 -=- 

See accompanying notes to cansalidated financial Statcmenrs. 
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 

Consolidated Statements of Stockholders' Equity 
Yesn ended December 31,2006, 2005 and 2004 

- - 5.490.199 (1,231,2051 6675 4.260.269 

- 30,999 - 
- 5.5N.066 11.171.097) 
- - 31.276 

_ _ ~ -  

66,108 

S.631 
2268 

Cl8.m) 
30.W 

4,141,279 
33116 

(1d.170) 
2.867. 

206 .w 

~ 

- 
1% 

4.575.42s 
(46.010) 
17.774 
1.7% 

279 
- 

__ 
4.51926( 
~ 

See accompanying notes Lo consolidatcd financial slatcmcnts 
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 
Notes to Consolidated Fmncia l  Slatemenls 

December 31.ZM)6.2005 and Zoo4 

(1) Basis of Presentation 

Th e  accompanying consolidated finannal statcmcnts of Discovcry Holding Company (“DHC” or the “Company”) 
rcpmcnt a combination of the historical financial information of (1) Ascent Mcdia Group. LLC (“Arccnt Media”). a 
wholly-awned subsidiary of Liberty, and Libmy’s 50% ownership interest in Discovcry for periods prior to the July 2 I ,  
ZOOS wnsummahon of the spin off mansaction (“the Spin Off’) described in note 2 and (2) DHC and its consolidated 
subsidiaries (including its 50% sharc ofDiscovcry’s camingr) for thc pcriod following such datc. The Spin Off has been 
accounted for at histoncal cost due to the pro rata nature of the distribution. Accordingly. D H C r  historical financial 
statements are presented in a manner similar to a pooling of interests. 

Ascent Medii is comprised of two operating segments Ascent Media’s creative services group provides services 
necessary to complete the creation of original cantent, including feature films. mini-series. television shows, tclcvision 
commercials, muic videos, promotional and identity campaigns. and corporate communications programming. The 
group manipulates or enhances original visual images or audio captured in principal photography or creates new three 
dimensional images, animation sequences. or sound effects. In addition, the creative services group provides a full 
complcmcnt of facilities and scrviccs nccesrary to optimize. archive. manage and repulporccanplacd media assets for 
global distribution via freight. satellite, fiber. and the Internet. The nuworks services group provides the facilities and 
services necessary to assemble and disuibute programming content for cable and broadcast networks via fiber. satellite. 
and the Intcmct lo viewers in North America. Europe. and Asia. Additionally. thc nctworkr ~crviccs group provider 
systems integration, design, consulting. engineering and project managcmcnt services. 

Substantially all of the assets of AccentHcalth. LLC were acquired by a subsidiary of DHC in January 2w6. and arc 
included as p a n  of thc ncwwork ravicer group for financial reponing purposes. AccentHealth operates an advertising- 
supported captive audience television network in doctor office waiting room nationwide. 

Discovery i s  a global media and entertainment company that provider original and purchased cable and satelljte 
television programming in the United States and O V C ~  170 othcr counuics. Discovery alsodcvelops and sclli branded 
mmmerct and educational product Liner in the United States. 

The preparatim of financial stabmcnts in conformity with U.S. gcncrally accepted accounting principles (“GAAP’) 
requires management to make estimates and assumptions that affect the reponed amounts of revenue and expenses for 
cacb reponing period. The significant mimates rnadc in preparation of the Company’s consolidated financial statements 
primarily rtlatc to valuation of goodwill. othcr intanpible ass&. long-liwd assets. dcfcrrcd tax assets. and the amount of 
the  allowance for doubtful accounts. A m a l  iesului muld differ from the estimamr uwn which the c a m i w  values wcrr . -  
b d .  

(2) Spin Off Ttanrsction 

Onluly21.2005 (Ihe“Spin0ffDate”). Libatycompletcdtherpinoffofthecapital wockofDHC.ThheSpinOffwas 
effected as a dividend by L i k n y  to hol&:rs of its Series A and Series B common stock of sharer of DHC Series A and 
Series B common stock, respectively. Holden ofLibeny commonstockon July IS. 2W5 meived0.1Dofa shareofDHC 
SUics A common stock for each share of Libcrty Scrics A common stock owned and 0.10 of a sham of DHC Series B 
common stock for each sharc of Liberty Series B common stock owned. Approximately 268.1 million shares of DHC 
SeriesAeommon61ockand 12.1 million sharesofDHCSUicsBcommonstockwereissucdintheSpinOff.TheSpin0ff 
did not involve the paymcnt of any consideration by thc holders of Libcny c m m n  stock and is intcnded to qualify as a 
m-fnc transaction. 

In addition to Ascent Mcdia and its invcstmmt in Diacovcry, Libcny transferred SZDO million in cash to a subsidiary 
of DHC prior to the Spin Off. 

Following the Spin Off, the Company and Libeny operare indcpcndcntly. and neither has any stmk omerrhip. 
beneficial or otherwise, in the Mher. In connection wNh the Spin Off, the Company and Libeny cnlcrcd into cenain 
agreements in order to govern certain of the ongoing relationships between the Company and Liberty after the Spin Off 
and to provide for an orderly transition, The% agrecmcnts include a Reorganization Agrccmcnt. a Scrviccs Agmmcnt 
and a Tax Sharing  agreement^ 

The Reorganization Agreement provides for, among other things, lhe principal corporate transacuons required 10 
effect the Spin Off and cross indemnities. Pursuant to the Senices Agreement. Liberty provider the Company with offce 
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qpace and ccrtam general and adminiruative services including legal. tax, accounting, treasury and invertor relations 
suppart. Thc Company reimburses Libclry for direct. out-of-pocket cxpcnrer inconed by Liberty in providing these 
services and forthe Company's allocable portion of COYS associated with any s h a d  services or personnel. Liberty and 
DHC have agreed that they will review cost allmations every six months and ad ju t  such charger. if appropfiatc. 

Under thc Tax Sharing Agrccrncnt. Liberty i s  generally responsible for U.S. fedcral. state. bcal  and foreign income 
laxes reported m a consolidated, combined or unitary return that includes the Company OT one of i ts  r u b r i d i r k  and 
Liberty or one of its subsidiaries. Thc Company is responsible for all other taxes that arc atmbmable to the Company or 
one of its subsidiaries, whether accruing before. on or after the Spin Off. The Tax Sharing Agreement requires that the 
Company will mt rake, 01 fail tc take. MY action whmc such acrion. or failure to act. would be inconsiitsnr with or 
prohibit the Spin Off from qualifying as a tax-free transaction. Moreover. the Company has indemnified Liberty for any 
loss resulting from (i) such action or failure tc act or (ii) any agreement, understanding, anangemsnt or substantial 
negotiations entered into by DHC @or to the day after the fmt anniversary of Ihe Spin Off, with Rspcct to any transaction 
pursuant to which any of rhe other shareholders of Discovery would acquire rharu  of, or orher interem in DHC's capital 
stmk, in each care relating to the qualification of the Spin Off as a lax-free transaction. As of December 31,2006, no Such 
IDSE has been incurred. 

(3) Summary of Significant Accounting Polidcs 

Cash ond Cnrh Equivalents 

T h e  Company considerr iwesfments with onginal purchased maruritier of three months or less to be cash 
equivalents. 

Tmde  Rcceivnbkr 

Trade receivables n c  shown net of an allowance based an his1o"cal collection mnds and managcrncnt's judgment 
regarding rhc collcctibitity of that accounts. rollcction mndr.  as well as pcvailing and anticipated mnornic 
conditions. a ~ e  routinely monitored by management. and any adjustments rcquircd uerdlcctcd in current operations. The 
allowance for daubdul accounts as of Dcccmhcr 31. 2006 and ZWS war S9.045,WO and $7.708,000, rcspestively. 

A summary of activity in lhc allowanc~ for doubtful accounts is as follows: 
Balmcr ChsrCd Bsl..CC 

lkgiM1.L locailcd) Acqolmd and End M 
o i~ear  to EVIYI w r i t r - ~ m  0th- Amrliy ynr 

mavntr i. Ih0"J.ndl 
- _ _ -  

- 314 - 9.045 2 w 6 . .  $ 7.708 1,0211 - . . . . . . . . . . . . . . . . . . . . . . . . . .  - I - -  __ 
2M)s . . . . . . . . . . . . . . . . . . . . . .  ....1612.Lo4 (619) (2.443) (1,341) 7.708 
2 0 0 4 . .  . . . . . . . . . . . . . . . . . . . . . . . . . . .  IE11.580 - 555 - - 2) 12,104 

__ - - ~ 
~ 

- - - ~ 
~ 

Conernflarion of Credit Risk and Signifmmt Cutomers 

For the years ended December 31. 2006, ZOOS and 2004, no single customer accounted far more than 10% of 
consolidated revenue. 

Invesrmnent in Discovery 
~ ~~ 

DHC accounts tor its Zi% O W ~ C ~ S N ~  mtcrcst in WI- 
method, the investment, originally recorded at cost, is acjuned IO recognize the Company's sbarc of lhc ncl earnings or 
losses of Discovery as they occur. rather than as dividends or other dislributions are received. The ~ X C ~ E E  of the 
Company's carrying value over its propmimate share of Discnvery's cquity is accounted for as equity method goodwill, 
and accordingly, is not anwnized, bur paiodically reviewed for impairment. 

Changes m the Company's propomonate share of the underlying equity of Discovery which result from the issuance 
of additimsl equity securirier by Discovery are recognized as increaser or decreases in stockblders' equity. No such 
adjustments were recorded during the rhree years ended December 31.  2006 
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The Company periodically compam the carrying value of i s  investment in Discovery to its estimated fair value to 
determine if  there are any other-ihm-temporary declines in value, which would requirc an ndjwtmcnl in thc statcmcnt of 
operations. The catimatcd fair value of thc invrstmcm in Discovery axcecdr its canying value for all periods prcrcntd. 

Prop& and Equipment 

Property and equipmcnt arc carried a t  cost and dcprcciatcd using the straight-line method over the estimated uscfd 
liverofthca~rets.Lrareholdimprovemcnllareamonizcdo~~~crthcrhwtcraftheirestimatedusefullivrnor~herem ofthe 
underlying lease. Estimated uscful lives by class of asset are as follows: 

Buildings. . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20 years 
Leanchdd improvements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Furniture and fixturcs . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . .  1years 
Computcrs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 y- 
Machinery and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Depreciation expense for property and equipment was $66,435,000. S74,805.000 and $74,966,000 for the ycars 

15 years or lease term, if shorter 

5 to 7 years 

cndcd Dcccmbcr 31. 2006,2005 and 2004, nrpcctivcly. 

Goodwill 

The Company accwnt~ for its gmdwill pu~suant to the pmvirionr of SFAS No. 142. Cwdwill and Other lntmgible 
Arserr (“SFAS No. 142”). In accordsncc with SFAS No. 142 gmdwill ir not a m m i z d ,  but i s  tested for impahmnt 
annually and whenever events or changes in circumstances indicate that the carrying value may not be recoverable. 

SFAS No. 142 requires the Compwy IO consider equity method afiilism as scparatc reponing units. As a result, 
$I,771,000,000of DHC’s enterpnsc-level gwdwill balance bas beenallwaled loa separatereponingunit whichincludes 
only i t s  investment in Discowry. This allocation is pcrformcd for gooduill impainncnt tcsting purposcs only and docs not 
changc thc reponcd carrying va lw of the  investment. Howcvcr, to the extent that aH or a ponion of an equity method 
investment which is pan of a reponing Unit containing allocated gmdwill is disposed of in the future, the allocated ponion 
of goodwill will be relicvd and included m the calculation of the gajn or loss on disposal. 

Other Intnn@bIe Assets 

In accordance with SFAS No. 142. amortizable other intlngiblc assets are amonizd on a straight-line basis over 
their estimated useful lives of four to five years. and arc reviewed for impaimcnt in accordance with SFAS No. 144. 
Accounting for Impaimnr or Dirposol of Long-lived Assets (“SFAS No. 144”). 

Long-Lived Assets 

In accordance with SFAS No. 144. management rcvicwo the rcalizabilily of its long-lived assets whenever cvc111s or 
changes in cir~m.tanmrindicateth.tthc~lTying amount ofan asset may nnkrccovcrablc.In Naluatingrhevalucand 
futurc benefits of long-term assets, their carrying value is compared to management’s best esumate of undiscountcd future 
cashflowsoverthcremainingeconamic Life. Ifsuchassetrareconsideredtobcimpaired,thcimp~enlto berecognized 
is  mcasurcd by thc amount by which the carrying value of the P S I C ~ E  cxcccds the crtimated fair value of the asscts. 

Foreign Currency Trnnrlofion 

- 
liabilities of f m i g n  operations arc uanslated into U.S. dollars using exchange rates on thc balance shffit date, and 
revenues and c r p s c r  are uanrlatcd into U S .  dollars using average uchangc mdtrs for the period. ?hc cffcctr of lhc 
foreign cumncy vanslation adjusrmenrs are defcned and are included in stockholder equity as a component of 
accumulated other comprehensive earnings (lass). 

Rownu. Recognilion 

Revenue from post-prodwtion and certain dismbution related renices is recognized when services n e  provided. 
Revenue on other long-term contracts i s  recorded on the basis of the estimated percentage of completion of individual 
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~ o n t r a ~ t s .  Percentage ofcomplction is calculated bned u p  actual labor and equipment costs incwred compared ID total 
forecasted COSCI for thc contract. Estimated losses on long-term conmcts are recognized in the period in which a lass 
becomes evidenr. 

Prepayments received for SCN~CCS to be performed at a later date are reflected in the consolidated balance sheets as 
deferred ~ C Y C ~ U C  until such servlccr are provided. 

Income Taxer 

The Company accounts for income taxes under Statement of Financial Accounting Smndards No. 109. Accounting 
for  Iwomc Tmrs CSFAS No. 1W7. SFAS No. 109 is an asset and liability approach that requires the recognition of 
dsfcrrcd lhx ~ S S U S  and liabilities for the expected fuhlre tax canrequcnccs of events that have bccn recognized in thc 
Company’s consolidatcd financial statemenu or Lax returns. In estimating future tax conscqucnccs. SFAS No. 109 
generally considers all cxpcctcd future events ather than proposed changes in thc tax law or ram. 

Advem’ring Costs 

Advenising costs generally are expensed as incurred. Advenising expense aggregated $3,99O,WO, $3,46S,wO and 
$3,303,Mx) for the years ended December 31, 2006, 2005 and Z O M ,  respectively. 

Stock-Based Conpenrotion 

As a rcsult of the Spin Off and rclared adjuamcnrs lo Libeny’s stock incentive awards. options (“Spin Off DHC 
Awards”) to acquire an aggregate of approximately 2.0 million shares of DHC Scrics A common stock and 3.0 million 
shansofDHC ScricsB wmmonstock wcrrissuedlocmploy~sofLibcrty.In addition. cmployccsdAsccntMcdia who 
held stock options or sbxk appreciation rights (“SARs”) to acquire sharcs of Libcrty common stock prim lo thc Spin Off 
continuc 10 hold such oplions. Pursuanl 10 thc Rcorbanization Agrccmcut. DHC is responsible for all stock options related 
to DHC commm stock. and Liberty is responsiblc for all inccntivc awards related to Libcrty mmmon stock. Notwith- 
standing thc foregoing, the C-any records s tock-bad  compensation for all stock inccntivc awards held by DHC‘s and 
its subsidiaries’ employes regardless of whclhcr such awards relate to DHC common stock or Libc~ty wmmon stock. 
Aoy stock-based compensation recorded by DHC with rcspccl to Lib- Stock incmtivc awards is trratcd as a capita) 
transaction with thc offset IO stxk-based compensation C X ~ ~ N C  rtflcctcd as an adjustment of additional paid-in capital. 

In Dccembcr 2004. the Rnancial Accounting Standards B o d  issued Statement of Financial Acwunting Standards 
No. 123 (revised 2004). “Shorr-BnsedPqymmrr”C‘Slatcmsnt l23R”). Statcmsnt 123R. which is P rcririon of Slatcmcnt 
of Financial Accounting Standards No. 123, “Accounting for Srock-Bmed Compensation" (“Statcmcnt 123”) and 
supcrs&s Accounting Rinciplcs Board OpinionNo. 25. “Accountingfor Smck lsrved to Employees" (“APB Opinion 
No. 25”). cstablirho standards for thc accounting for transactions in which aA cntity crchanges its equity instrumem for 
goods n SCTV~CCS. primarily focusing on transactions in which an entity obtains employee swiccs .  Statcmcnt 123R 
gencrally rcquircr wmpanics to measure the cost of employec scrviccs nccived in exchange for an award of cquity 
i m m m c n u  (swh as stock options and restricted stock) based on the p t d a t c  fair valve ofthe award, and to recognize 
that wsf over thc pcnod during which the employee is required 10 proridc savicc (usually the vesting period of the 
award). Statcmcnt 123R also rcquim companies to measure the cost of employcc rwiccr rcccived in exchange far an 
award of liability insmmentn (such as stock appreciation rights that will be sntled in cash) based on the carrent fair value 
of the award, and IO rcmcasue the fair value of the award at tach r c p ~ d n g  date. 

The Company adopted Statcment lZ3R cffcctivc January 1. 2006. Thc proviSions of Statcrncnt 123R allow 
companies to adopt the standard using the mcdificd pmspcctive mcthcd 01 16 ra ta te  all periods for which Statcmcnt 123 

uf was effectwe. The Company has adopted xatcmcnt tL jK uang mc 
adoption war not material. 

LjbcrtT cdculated the grant-datc fair valve for all of its awards using the Black-Scbolcs Modcl. Liberty calculated 
the e x w t e d  term of the awards using thc mcthcdology included in SEC Staff Accounting Bullnin No. 107. Thcvolatility 
used in the calculation is based ~n the implied volatility of publicly traded Libmy options with a similar term (generally 
208-21 %). Likl fy  uses the risk-frcc rate for Treasury Bonds with a t m  similar to that of the subject options and has 
assumed a dividend rife of zero. The Company has allocated the grant-dalc fair value of the Liberty awards to the Spin Off 
DHC Awards based on the relative trading prices of DHC and Liberry common stock after thc Spin Off. 

- 
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Pnor 10 the adoption of Starcmcnt IZ3R. the Company applied [he inwinsic-value-bas4 method of accounting 
prescribed by APB OpinionNo.25.m account for its fixed-plan stockoptions.lJnderthir mnhod. compensation cxpcnrc 
was recorded on the date of grant only if the cumnt market price of the underlying stock erceeded the exercise price and 
was rccognizcd on a straight-line basis ovcr the vesting period. 

The following table illurnales the effect OD net camings for the years ended December 31.2005 and 2004 as if the 
fair-value-bascd method of Statement 123R had bcen applied to all outstanding and unveslcd awards. compensation 
erwnse for SARs was the sameunder APB Opinion  no^ 25 and Statemen1 123R. Accordingly, no pro forma adjustmcnt 
for such awards is included in the following table. 

YellrEndtd Ik.rmkr31, 
so5 

SmOuDU I” Bo-&, 
rrc(pt per share momntd 

Net earnings. as reponed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $33376 66,108 
Add: 

m __ - 

Stock-bascd employee campensation erpciuc included in rcponcd nst camingr, 
net of taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . .  2.309 2.248 

. . . . . . . . .  (8.247) (6.247) 
Pro forma nct camings . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . .  $27.338 62.129 

Deduct 
Stock-based employee compensation expenre determined under fair value based 

~ 

method for all awards. nct of taxes 

= ~ 

Pro forma basic and diluted earnings per common share: 
. . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .24 As reponed $ .I2 __ ___ i= 

Pro forma for fair value stwk compnsation ... . . . . . . . . . . . . . . . . . . . . .  I .IO .22 __ - 
~ - 

Gmingr (Loss) Per common share 

Basic earnings (lass) percommon share (“EPS”) is computed by dkiding net earnings (lass) by the weighted average 
numbcr of cmmon shares outstanding for the period. EPS in the accompanying consoL&ted statcmcnls of operations is 
bassdon(1)280,199.000shares.whichis thenumber of sharesirsued intheSpinOff,foraUpperiodspriorfotheSpinOff 
and (2) the iaual numbcr of sharer outstanding for all pcriods subscqucnt to the Spin Off. The weighted average 
outstsnding shares for the years cnded December 31,2006 and 2005 were 279.951.000 and 279,557,000, respectively. 
Dilutive EPS presents the dilutive effect on a per sharer basis of pomtial common sharcr as if they had been convmcd at 
thcbsanning of thc periods prcscnted. Due to the relative insignificance of the dilutive securities in 2006 and 2005. their 
inclusion docs not impact the W S  amount as reporled in th accompanying consolidated statemcnts of operations. 

Esninnles 

The preparation of the consolidated financial statcmcnb in conformity with gencrally arceptcd accounting 
prjnciples in the United States of America rGAAF’’) requires management to make estimates and assumPions that 
afiect the repofled amounts of ~ ~ u c  and cxpcnrcr for each reporting pcriod. TTr significant estimates made in 
preparation oithc Company’s consolidated financial ~tatements primarily rclate tovaluation of goodwill, other intangible 
assets. long-lived assets. defmed tax assets, and the amount of the allowsncc for doubtful accounts. Actual results could 
differ from tht estimatcr upon which the carrying values were based 
~- __ 

Rercnr Accounfinc Ronouncrmrnlr 

The Financial Accounting Smdards Board (“FASB) has issued interpretation No. 48, “Accounting for Uncenainty 
in lncome Taxa -An Intcqmtstion of FASB Staamcnt No. 109” (‘TTN 48”). regarding accounting for. and disclosure 
of, uncenain tax positions. FIN 48 clarifies the accounting fa uncenainty in income taxes recognized in an enterprise’s 
financial statements i n  accordance with FASB Statcmcnt No. 1W. “Accountinp for Income Taxes.” FlN 48 prcscnbcs a ~~ ~~ - 
resognition uircshold and measurement arrribtltc for the financial statement recognition and mciwremenl of a tax 
podtion t&en or erpctcd to bc taken in a tax rcfum. FIN 48 also pDvidcr guidancc on derecognition, classification, 
interest znd penalties. accounting for interim periods, disclosure and transition. FIN 48 is effective for fiscal yean 
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 
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Consolidated Statements of Operations 

Rcvcnvc . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  S 3,012,988 2.671.754 2.365.346 
Operating cxpcnses . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1.120.377) (979,765) (846,316) 
Selling. general and administrative. . . . . . . . . . . . .  (1.170.187) (1,005,351) (856,340) 
Equity-based compensation . . . . . . . . . . . . . . . . . . . . .  (39,233) (49,465) (71,515) 
Dcpmciation and arnonizauon . . . . . . . . . . . . . . . . . . .  (133.6%) (123,209) (129.011) 

. . . . . . . . . . . . . . . .  22 007 Gain on sale of palen1 

Operating income . . . . . . . . . . . . . . . . . . . . . . . . .  549.557 513.964 484,171 
Interest expense. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ( I  94,221) ( I  84.515) [ 167.420) 
Other income [expense). . . . . . . . . . . . . . . . . . . . . . . .  28,634 (7,426) (6,930) 
lncomc tax expense.. . . . . . . . . . . . . . . . . . . . . .  (176.788) (162.343) (141.799) 

Neteamingr . . . . . . . . . . . . . . . . . . . . .  $ 207,116 159,620 168.022 

A 
- - ..  

DHC's share of net earningr . . . . . . . . . . . . . . . . .  S 103,588 79.810 84,011 

(6) Propelty and Equlpmenf 

propeny and equipment. Propcny arid cquipmcnt a1 Dccember 31, 2W6 and 2005 Consist of the fd0Wing: 
During the year ended Decernbcr 31, 2W6. the Company retired approximated $95 million of fully depreciated 

2W6 2ws 
moms In L o w &  
~- 

Progerty and equipment, net: 
Land . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0 42.336 48.365 
Buildings. . . . . . . . . . . . . . . . . . . . .  217.210 186.389 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  192.208 215.595 

Accumulated depreciatron . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . .  (170.979) (194,104) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
_ _ _ -  Equipment 

451,754 450,349 

~ _ _  
$ 280,775 256245 -- 

(7) Goodwill and Other Intangible Assets 

Thc following table provides the activity and balances of gmdwil l  

Net balance at January I .  2005. . . . . . . . . . . . . . . .  '6200,727 163.719 1.77l.wO 2,135,446 
Foreign exchange and olher .................... (726) (1,202) - (1.928) 

?M5 20D.Wl I67517 U W  2,133,518 

Goodwill i m p i m n t  . . . . . . . . . . . . . . . . . . . . . . . .  (93.402) - - (93.4M) 

NU balanccatDccember 31.2CQ6.. . . . . . . . . . . . . . . .  $106,599 197,190 1,771,wO 2,074,789 

Acquisition of AcccntHcalth, U C  . . . . . . . . . . . . . . .  - 32,224 - 32,224 

Foreign exchangc and olhcr . . . . . . . . . . . . . . . . . . . .  - 2.449 - 2.449 

---- 
On August IS. 2046, Ascent Media announced that it inlsndcd lo sucamlinc its sWcNrc into two global Operating 

divisions -creative scrviccs group and n c t w d  services group - to bcttcr aljgn Ascent Mcdia's organization with lhc 
company's strate@c goals and corespond lo changes within lhemdurtry driven by technology and customerrequiremenrr. 
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 
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The operations of the media management services group were rcaligned with the other two groups and the realipment 
was completed ~n the fourth quarter of 2006. 

As technology and Customer rcquircmcnts drove changes in this induslry. rwcnuc and opwating cash flows had been 
declining fwthirgroup. Asaresultaftherest~cturing andthedecliningfinancid pcrformanceofthemcdiamanagcmmt 
sewi~es  group. including ongoing operating lorrcs, the media managcmcnt scrviccs group was testcd for gmdwill 
impairment in the third quanerof2006,priortoDHCr annual godwill valuation aircsrmentofthecntirecompany. DHC 
cstimatulthe fair valueof thatrepomng unitprincipally byuringtrading multiples ofrevcnucand operating cash flows of 
similar companies in the industry. In September 2W6, Ascent Media recognized a gmdwill impainnent loss for themedia 
management services grwpof  1693,402.Oc0, which represents the excess of the carrying valuc OYCI the implied fair value 
of such goodwill. 

Included in other 8ssets at December 31, 2006 are amortizable intangibles with a nm book value of $5,711 .OW and 
tradename intangibles (which are not subject 10 amortization) of S6.040.OW. 

For thc ycars endcd December 31, 2W6, 2005 and 2034. the Company recorded S1.494.0W. S1.572.Mx) and 
K2,619,000, respectively, of ammization erpensc for othcr intangible arrds. 

(8) Restructuring Charges 

During 20M and 2005, the Company completcd certain mmctur ing  activities dcrigncd 10 irnpmvc operating 
effieencies and to suengthen its competitive position in the marketplace primarily through cost and expense reduaionr. 
In mnncciion with thcsc integration and consolidation injtiarivcs. the Company recorded charges of $12.092.MH) and 
54,112.000.rerpectivcly. The 2W6 resmctunngchaxge related prjmarilyto severance intheCorporateandolhergmupin 
L e  United States and United Kingdom and to ths closure of facilities in the United Kingdom. The 1005 resrmcturing 
charge relates primarily to Ihe closure and consolidation of facilities in Ihe United Kingdom. 

Thc following table provides the activity and balances of the rsstructuring reserve 

Excess facility cosu December 31.2004 . . . . . . . . . . . . . . . .  13.377 ~ - (788) 2.589 
Excess facility costs December 31, 2005 . . . . . . . . . . . . . . . .  12,589 4,112 (z,7L8) 3.983 

Excess facility costs..  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,828 3,087 (2,251) 4,664 
Dcccmber31.2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3.983 12,092 (5,147) 10.928 

~ _ _  - _ _  
-~~ 

Severance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  155 9.005 (2.896) 6.264 

~ ~ _ _  

(9) Acquisitions 

AccentHinlth 

Effcctivc January 27. 2006. one of DHC'r subsidiaries acquired substantially all of the assets of AcccntHealth. 
LLC's C'AccentHcalth") bcalthcax media business for cash consideration of $46.793.000. AccentWcdth opmtes an 
advmising-supported captive audicncs tclcvision nctwork in doctor office waiting room8 nationwidc. The Company 

iaangjble ass== arc included in Gthcr asscu. nu on the consolidated balancc rhccts. Thc CXCCSL purchais prim over the 
fair value of assas acquircd i s  artnbutablc to the growth potcntid of AwntHcalth and cnpectcd compatibility with 
Ascent Media's existing ncwork r w i a a  group. 

For financial repomng purposes, the acquisition i s  deemed to have occurred on February I ,  2006. and the results of 
operations of AccentHealth have been included in DHC's consolidated rcsnlu as a p a t  of the network services group 
smcc the dale of acquisition. On a pro forma basis. the results of operations of AccentHedth are not significant lo those of 
DHC. 
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 

Note  to Consolidated Financial Stalerncnts - (Continued) 

London Ployoul Cedrlr. 

On March 12.2004, pursuant IO an Agreement for the Sale and Purchase. Ascent Media acquired all of the issued 
sharc capital of London Playout Centre Lirnitcd ("LPC") from an indcpmdent third party for a purchase price of 
$36.573.000 paid at closing. LPC is a UK-based television channel origination facility. The purchase was funded, m part, 
by pmcecds from Liberty. The financial wsition and rerullr of operations of LPC haw been consolidated since the date of 
acquisition. 

(IO) Income Taxes 

Deferred incame tax assets and liabilities are computed annually for differences between h e  financial slalemenl and 
tax barcr of and liabilities that will rcsuI1 in taxablc 01 dductiblc amounts in thc futum. Such defcrrcd inmmc t u  
asset and liability computations we based on enacted tax laws and rates applicable to periods in which the differences are 
cxpcct.4 IO affect taxablc income. Valuation allowvanccr arc established when ncccrsary m rcducc dcfcmd tar asset$ to 
thc amount expcctcd IO be realized. Incornc tax expense is the tax payable or refundable for the period plus or minus the 
change dunng the period m deferred tar aosm and liabilities. h o m e  tax benefit (erpenac) is rn follows: 

CllrrUll 

Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (1,015) 
Stare . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1.340) 
Foreizn . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  528 

cunent . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1,827) 

Defend: 
Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (33,711) 
State . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (7,250) 
Foreign . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1.141) 

Dcfc rrcd . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . (42.11s) 

. . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $(43.942) Total tax expense - 
Components of pretax income (loss) are BS follows: 

- - 
(637) 502 

A 2164 (3,780) 

1.527 m) 
(26,402) (25.221) 

(20.743) (7,774) 
(3.218) 1,303 

(48.836) (34.470) 
(50.363) (31,692) -- 
_ _ -  

Darnesric . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 16.761 76.907 96,470 
Foreign . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (18,829) 

mgl2ll2 
4.608 

_ _ _ _ _ _  
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DISCOVERY HOLDING COMPANY AND SUBSIDLkRIES 

Notes to Consolldnted Fiaancial Stalement8- (Continued) 

The Company's dtferrcd tax assets and liabilities arc report4 in the accompanying consolidated bvlance sheets as 
follows: 

Current deferred lax liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 1,761 3,828 
Long-term deferred tax liabilities, net of deferred tax assets. . . . . . . . . . . . . . . .  1,174.594 3,327,677 

Net deferred t u  liabilities.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1.176.355 1.131.505 

At December 31, 2006. the Company has $76.080.000 and 16482,579,000 m net operating loss carryforwards for 
federal and state taxpurpores. respectively. Thew net operating lorrer expire, far federal purposes, as fullowr: $6,836$@3 
in 2021: $61542,000 m 2022 and S7.702.M)O in 2025. ?%e ~ t a t e  net operating losscs cxpire at various times fmm 2013 
lhrough 2025. In addition, the Company has $751,000 of federal income tax CreditG, which may be carried forward 
indcfinitcly. The Company haJ $2,584,000 of state incorns tax credits. of which $2.342.000 will expirc in the year 2012. 

During the current year. management has detMnined that it is more likely than not that thc Company will na realize 
hotax  hcncfits associated withcsnain curnulativenct operating loss carryforwardsandotherdcfemdlax asscu. Assuch. 
the Company continues to maintain a valuation allowance of $96,223.wO. The total valuation allowance incrcsscd 
$4,98S,OOD during l h c  ycar cndcd Occcrnbcr 31. 2006 as a result of an incmsc in  deferred fax assets relabd to 
acquisitions of S733,OW. an increase of current year deferred tax assus of $8.7 11,000 which affected tax expense. and a 
decrease of prior year deferred tax asscls of $4.456.000 which did no1 affect tax cxpcnre. 

During 2CQ6,ZWS and 2004, the Company provided ($776,000). (S34,WO) and S1,636,ooO, rerpcuvely. of U.S.lax 
expense for future rcpatriation of cash horn its Asia operations pursuant to APE 23. This charge rcprwcnts all 
undistributed earnings from Asia not previously lared in Lhe United States. 

l k  Company has deficits &om its United Kingdom and Mexican operations and thenfore doer not haw any 
undisrrihuted earnings subject lo United Staba taxation. 

(11) Stockholders' Equit) 

Preferred Stack 
DHC's preferred stock i s  issuable. fmm lime to time, WiIh  such designations, preferences and rclalivc paIlkipating, 

optional or oihcr rights, qualifications. limitations orresuk~onr hereof. a.9 shall bc stated and exprcsscd in a rcrolution OT 

resolutions providing for lhe issue of such preferred stmk adopted by DHC'r Hoard of Directors. As of Dcccmbcr 31. 
2W6, M shares of preferred stock wcrc i s r u d .  

Common SIock 
Hold- of DHC Series A common stock arc entitlcd lo one votc for each share hcld. and holders of DHC Series B 

(12) Stock Options and Other Long-Tern Incenti~e Compensation 

Stock Options 
On May 4,2006, carh of the "on-cmploym dircctors of DHC was granted 10.000 opionr Io purtharc DHC Sctics A 

common stock with anexercisepriceofS14.48. Such opuonsvesrone yearfromthedafe ofgranl,teninatc IOycarrfrom 
the daic of grant and had a grant-date fair value of W.47 p a  share, as dctcrMnsd by thc Black-Scholcr Modcl. 
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DISCOWRY HOLDIh’G COMPANY AND SUBSIDIARIES 

Notes to Consolidated Financial Statements - (Continued) 

The followmg table presents the number and weighted average exercise price (“WAEF”) of options to purchase DHC 
Series A and Series B common s t a k .  

DHC D!JC 
M U  A Sed** B 
C0-0” COUM. 

S(a* WARP Stark WAEP _ _ _ _ - -  
Outstandmg at lanuary I ,  2006 . . . . . . . . . . . . . . . . . . . .  1,937,616 $15.43 2,996,525 18.87 

Granted..  - . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  30.000 $14.48 
Exerciser - . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (22,382) 512.46 
Cancellations (1.430) $12.10 ___ - . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Ourstanding a1 December 31,2006 . . . . . . . . . . . . . . . . . . . .  1.943,804 $15.45 2,996,525 18.87 

Exercisable at December 31, 2006. . . . . . . . . . . . . . . . .  1.460.415 $16.18 2,876,525 18.99 

As of Dcccmbcr 31. 2006. the total compensation cost rclated to unvcrted equity awards was $1.1 million. Such 

__ - 
__ - 

amount will bc rmgniwd in DHC‘s consolidatcd statcmcnti of opcrarionr through 2009. 

2006 ArcrnI Mcdin Long-Term Incentive PIan 
Effcctivc August 3, 1006, Asccnt Mcdia adopted its 2W6 Long-Tcrm Incentive Plan (the ‘2006 Flan”). The 2006 

Plan provides tbc terms and conditions for the grant of, and payment with respect to. Phantom Appreciation Rights 
(“TARS”) granted u) certain officcrs and other key pcrsonncl of Ascent Media. The valuc of a single PAR (‘YaluC) is 
calculated as thc sum of ( i )  6% of cumulative frcc cash flow (as defined in lhc 2006 Plan) OVCI a M o d  of up 10 six years. 
divided by 500,000plus (ii) 5% of the increase in thc calculated valuc of Asccnt Media OYCT a bascline valuc dctcrmined a1 
the time of grant. dividd by IO.wO.wO. ThcZw6 Plan is adminirtcrcd by a c d o r t  that consists of two individuals 
appointed by DHC. Grants arc dctcnnined by thc committsc, with thc fmt grant acurring on August 3. 20M. Thc 
mmimurn numbcr of PARs that may bc granted u d c r  the 2006 Plan is 500,oOO. and there wcrc 398,500 gmnted PA& as 
of Dcccmbcr31.2006.ThcPARsvsstquartcrlr ovcrathrrcycarpcriod,andarcpayablc onMarch31.20IZ(or,ifcarlicr. 
on thc six-monIh annivemxy of a KIillltCC’S lentination of cmploymcnt without cause). Asccnt Media will rccnd a 
~abilityandac~rgstocxpcnrcbPscdonthcValucandpcrrcnlvestedatcach~portingpcriod.Asof~ccmbcr31.2006. 
the Value of the PARs was $0. 

(13) Other Comprehensive Earnings (LOSS) 

Accumulated mher comprehensive earnings (loss) included in DHCS csnsolidated balance sheets and consolidated 
statements of slockholders’ equity rcflecl the aggregate of for@ currency manslation adjustments and unrealized 
holding gains and lo69es on available-for-sale securities. 

Thc change in the componcms of accumulated athcr comprehensive earnings (loss). ne1 of taxes. is summarized as 
follows: 

Balance at ianuary I ,  2004 . . . . . . . . . . . . . . . . . . . . . . . . . .  s 5.236 1.439 6.615 
Other comprehensive earnings . . . . . . . . . . . . . . . . . . . .  - (1.162) 5.635 

Balancc at December 31.2W4. . . . . . . . . . . . . . . . . . . . . . . .  12.033 211 12.310 
Other comprehensive lass. . . . . . . . . . . . . . . . . . . . . . . . . .  (14.821) ~ 65 1 (14.170) 

Balance at December 31,2W5. . . . . . . . . . . . . . . . . . . . . . . .  (2.788) 928 (1,860) 
Oher comprehensive earnings . . . . . . . . . . . . . . . . . . . . . .  - (148) - 17,774 

Balance at December 31, 2006. . . . . . . . . . . . . . . . . . . . . . . .  ~ 780 15,914 - - - 
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 
Notes 10 Consolidated Financial Statements - (Continocd) 

The componcntr of other comprchensivs earnings (loss) =IC reflected in DHC's consolidated statcmcnti of 
comwchcnive earnines (loss) net of taxes, The followine table summarizes the lax effects relatcd to each component - 
of other comprchcnsive earnings (loss). 

Year ended December 31.2006 

Unrcalircd holding gains on securities arising during pcriod . . . . . . .  
Forcign currency translation adjustments.. . . . . . . . . . . . . . . . . . . .  

Othcr comprshcnrivc samings. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Year ended December 31,2005: 
Foreign currency translation adjustments . . . . . . . . . . . . . . . . . . . . .  
Unrealircd holding gains on rccurihcr airing during pcriod . . . . . . .  
Orhcr comprehensive loss. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Year ended December 31. 2004 
Foreign cuncncy lranrlatian adjusuncnts. . . . . . . . . . . . . . . . . . . . . .  
Unrcalnzcd holding lorscs on securities arising during pCriod . . . . . . .  

Other camprehcnsive earnings. . . . . . . . . . . . . . . . . . . . . . . . . .  

(14) Employec Benefit Plans 

Tax 
B S o r e k  (Expur) Nit.aI.'lh 

Am-I &.en1 h u m 1  
M O ~ U  in IhoJlods 

_ _ - _ _  

S 29.648 (11,726) 17.922 
(245) 2 3) 

$ 29,403 (11.629) 17,774 _ _ _ ~  ~ - -  

$(24,518) 9.697 (14.821) 
1,077 s) 3 

1(23,441) 9,271 (14.170) _ _ ~  _ _ _ _ _ _  

$ 11.143 (4,346) 6.797 
(1,905) 743 (1,162) 

S 9,238 B) 5.635 _ _ - -  

Ascent Media offers a 401Or) defined contribution plan covering most of its full-rime domcslic employees not 
eligible to participate in the Motion Picture Indusby Pcnsion md Health Plan (MPIPHP). a multi-cmploycr dsfind 
benefit pension plan. Contributions to rhc MPIPW arc determined in accordam with rhc provisions of ncgotiatcd labor 
mnmcts and pcncrally arc baed on the number of hours worked. A w l M e d i a  also sponson a pcnrion plan for cligiblc 
employer of its foreign subsidiaries. Employer contributions arc dclcrmincd by Aswnt Mcdia's board of directors. The 
plans are fundcd by cmployec and cmploycr contributions. Tnal pcnsion plan crpcnscs for the years ended &caber  31. 
2006. 2005 and 2004 were 57.668,WO, $7,IW.000 and $6,485,000. nspectivsly. 

(15) Commitments and Contingcncia 

Future minimum IWC p y m n l s  under scheduled operating I ~ B S E S ,  which arc primarily for buildings, equipment and 
rcal estate, having initial or remaining noncancelable terms in excess of one year me as follows (in thousmds): 

Year ended December 31: 
. . . . . . . . . . . . . . . . . . . . . . . . . .  $32,058 

. . S.9.156 
2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $27.645 
2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . .  524.590 
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $19,436 
Thcreaftc,. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $59.144 

" 
SZ6.487,OW for the ye- ended December 31, 2006, 2005 and 2 w 4 .  rcrpecuvcly. Various Icassc arrangnncnlr contain 
a p t ~ o n ~  io cxtcnd terms and are subject 10 escalatim clauses. 

At December 31,2006, the Company is com~11 .d  to compensation undcr long-term employment agreements with 
i t s  certain executive ofiicers of Ascent Mcdia as follows: 2W7. $1.815,ooO: 2W8. S1.76O.Mx). and 2009. S1.565,WO. 

On Dmcmbcr 31. 2003, Ascmr Media acquired the operations of Sony Elcclmnic'r systems integration Centcr 
business and related assets. which we refer lo as SIC. In exchange. Sony received the right to be paid in 2W8 an amount 
equal to 20% of thc value of thc combined burincrr of Arcenr Media's wholly owed subsidiary. AFAssaiarcs. Inc. and 
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 

Notes to Consolidated Financial Statemcub - (Cootinoed) 

SIC. Thc value of 20% of thc combined business of AFArsaiatcs and SIC is estimated at $6,1OO,oM). SIC is included in 
hsccnt Msdin’r nctwork ~crviccs group. 

The Company is involved m litigabon and similar claims incidental to the  conduct afi ts  business. In management’s 
opinron, none of the pending actions i s  likely to have a matcnal adverse impact on the Company’s financial position or 
results of operationr. 

(16) Related Party Transactions 

Ccnain third-party gcnaal and sdminislrativc and spin off rclatcd wsts wcrc paid by Liberty on behalf of the 
Company prior I D  the Spin Off and reflected as expenses in the accompanying consolidated rlalements of operations. In 
addition, certain gcncral and adminislrativc cxpcnses arcchargcd by Libmy to DHC pursuant 10 the Suvices Agreement. 
Such expenses aggregated SZ.260,MO and $S.WS,MX) for the years ended December 31, ‘21% and 2035. respectively. 

Asceni Media provider services. such as ratellite uplink. systems integration. origination. and post-production, to 
Discovery. Revenue recorded by Ascent Media fa there service; for the years cndcd December 31,2006,200S and 2004 
aggregated $33,741,000. $34,189,000 and $dl,7BS,WO, respectively. 

(17) lnformatlan About Operating Segmenu 

Thc Company’s chief opadting decision maker. or his designee (the “CODM). has identifled the Company’s 
reportable vgmcnrs bared on (i) financial information rcvicwed by the CODM and (ii) those operating segments that 
represent more than 10% of the Company’s combined revenue or earnings beforc faxes. lo addition. those equity 
invcrvncntr whose share of earnings represent more than LO% of the Company’s earnings before taxes rn considered 
reportable segments 

B a d  on the foregoing CnteC4 the Company’s busines units have been aggregated into three reportable segments: 
the creative serviccs group and the network services p m p ,  which are operating scgmenu of Ascent Media, and 
Discovery, which i s  an equity affiliate. Corporate related items and anallocated income and expcnss  am reflected in the 
Corporate and athher column lined below. Am a product of OUI segment rermcluring. the rc-t presentation for m o r  
periods has been conformed IO the c ~ n e n t  period segment presentation. 

The crcativc sewices group provides various technical and creative rcrviccs neccrsaq to complete principal 
phaography into final products. such as feature films, movie milerr. documentaries and independent Klms. episodic 
tclcvision, TV movies and mini-series. television commercials, music videor, interactive games and new digital media, 
promotional and identity campaigns and corporate communications. These services arc rcferrcd to generally in the 
entettainrnent industry as “port~production” senicu. In addition, the creative savices group pmvides a Full complement 
of facilities and services necessaq to opUmize, archive. manage and repurpose completed media assew for global 
distributionvia freight, satellite, fiber and the Inremet. The network services group provides broadcast s-iccr. which arc 
comprised of services necessary to assemble and distribute programming f a  cable and bruadcast networks via fiber and 
srtellite to viewers in North America, Europe, Asia and Latin America. Additionally, the networks services group 
provides systems integrauon, design. consulting, mginccring and project management scrviccs. 

The accounting policies of the segments that arc consolidated entities are the same as those described in the summary 
of significant accounting policies and are consistent with CAM.  

The Company evaluates the pfomance of these operating sebments based on financial measures such as revenue 
and opcmting cash flow. Company dcfincs operating cash flow as revenue less cost of services and selling, general 

and Mher muitv-based compensation and accretion expense on asset 
ntircrncnt obligations). ?he Company believes hs is an important indicator of the opuational strength and performance 
of its businesscr. including the businesses’ ability to service debt and capital expenditures. In addition. this measure 
allows management to view operating results and perform analytical comparisons and identify stmtegics to improve 
pcrfomance. m s  mmsure of perfomancc excludes depreciation and amortization. stock and other cquity-barcd 
compensation, accrction erpcnsc on assct retirement obligations and rcsmcturing and impairment charges that are 
included in the measurement of operating income pursuant m GAAP Accordingly. operating cash flow should bc 
c o n r i d s d  in addition IO, but not as a~brtitutefor,opcraungincomc,carhflow provided by Dperatingactiviticsa”d~th~~ 
measures of financial performancc prepared in xcordance with GAAP. 
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 

Notes io  Consolidated financial Statements - (Continued) 

Thc Company’s reponable segments are slratcgic business mils that offer diffcrent products and rcrviccs. They are 
managed separately because each segmcnt requires different technologies. distribution channels and marketing sbalcgicr. 

Summarized financial information wnc-ing the Company’s reportable segment$ is prsrcnlcd in rhc following 
tables: 

Year ended December 31, 2006 
Revenue from external customers . . . . .  S417.876 
Operating cash flow . . . . . . . . . . . . . . .  $ 52,554 
Capital cxpcnditurcs . . . . . . . . . . . . . . .  5 27.126 
Dcprrciation and amonization. . . . . . . .  S 38,661 
Total apse15 . . . . . . . . . . . . . . . . . . . . .  S410.313 

Year ended December 31, 2005 
Revenue from external Customers . . . . .  3421,797 
Operating cash flow . . . . . . . . . . . . . . .  S 70.708 
Capital upendirurcr . . . . . . . . . . . . . . .  $ 47.179 
Deprcciatlon and amortizalion. . . . . . .  S 38.644 
Total e.ssscts . . . . . . . . . . . . . . . . . . . . .  1470.213 

Rwmw from cxtemal customers . . . .  $405,026 
Openling cash flow . . . . . . . . . . . . . . .  $ 12.903 
Capital expendilurcs . . . . . . . . . . . . . . .  $ 22,810 
Depreciation and amortization. . . . . . . .  $ 38.776 

Year ended December 31, 2004 

Total assem . . . . . . . . . . . . . . . . . . . . .  $469,930 

270.211 
49,522 
44.331 
23,055 

382,848 

272.712 
55.877 
38,476 
27.046 

323,558 

226.189 
62531 
23,123 
27.074 

294599 

- 
(43.347) 

6.084 
6,213 

5,077321 

- 
(47.960) 

4,871 
10.681 

5,025.465 

- 
(37.645) 

3,359 
11,755 

4.8W.299 

688.087 
58.729 
77.541 
67.929 

5.870.982 

694,509 
18.625 
90,526 
16,371 

5.819.236 

631.215 

49,292 
77.605 

5,564,828 

97,795 

3,012.988 
722,424 
90.138 

133,634 
3,376,553 

2,671.754 
686.638 
99.684 

123,209 
3,174.620 

2,365,346 
661,690 

88,100 
129,011 

3.235.686 

( 1 )  Included in Network S w i c e s  Gmup revenur i s  broadcast senices revenue of $158.151,oOO, $149,568,000 and 
5136.68O.wO and ryrtcmr integration revenue of $112,060,000. 5123.144,wO and $89,509.000 in 2006.2005 and 
2004, rcrpectirely. 

The fallowing table provides a reconciliation ofsegment operating cash flow lo earnings (loss) before income taxes 

Yam Eoded December 31. 
2006 3005 2001 

-~mu in m a d s  
- _ _ -  

Segment apcrating cash flow . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  5 58,729 78.625 97,795 
. . . . . .  Stock-bascd compensation . . . . . . . . . . . . . . . . .  (1.817) (4.383) (2,775) 

RcrmcNnng and othcrchargcr.. . . . . . . . . . . . . . . . . . . . . . . . . . . .  (12,092) (4.112) 
Depreciation and amdration . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (67,929) (76,317) (17,605) 

Share of w i n g s  of Discovery . . . . . . . . . . . . .  . . . . . . .  103,588 79.810 84,011 

Earnings (loss) beforeincome taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (2,068) 82,112 101,078 

- 

Impairment of goodwill. . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . .  (93,402) - (51) 

4,dI-T 
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 

Notes t D  Consotidated Financial Statements - (Continued) 

Informatlan as to thc Company’s opemiions in dlffcrcnt gcagraphic areas is ffi follows: 

Revenue 
United S t a m  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
United ~ n p d o m  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other countries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Propcrty and equipment. net 
United States . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
United Kingdom. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Othercaunmes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$535,792 
129,540 
22,755 

$688,087 __ 

$ 184,052 
70,363 
26,360 

$280.775 __ 

525.288 460.070 
149,928 148,WZ 
19.293 23.143 
694,509 631.215 
_ _ _ _  
~~ 

163.073 
65,017 
28,155 

~ 

256.245 
~ 

(18) Quarterly Financial Information (Unaudited) 
Lrl 2nd 3rd 4th 

Quarter Quvto  Wutu Qurtrr 
m u n k  in thousands, amp1 per B a r e  mom.& 
~ _ _ _ _ _ _  

2006: - 
Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $153.568 165.789 169,876 198.854 

Operaung loss.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (2,857) (6.252) (97,350) (8,678) 

Net earnings (loss). . . . . . . . . . . . . . . . . . . . . . . .  $ 11.615 13.734 (76.633) 5.274 

_ _ - - _ _  
_ _ _ _ _ _ _ -  
_ _ _ _ _ _ _ _ _  

Basic and diluted nct earnings (loss) pcr wmmon share . . $ .04 .05 (-27) - .M ~ _ _ ~ _ _  
2005: 

Rcvcnuc . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $174.290 178,019 167.934 174.266 ~ _ _ ~ ~  ~ _ _ _ _ -  
Opcraung inwmc (loss). . . . . . . . . . . . . . . . . . . . . . . . .  $ 2.877 (4.982) (1,403) 2.106 

Basic and diluted net earnings per common share. $ .06 .o I - __ 

=--- 

Ncrcamingr. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 16.825 4,027 1.189 11.235 

. . . . . .  .M 
~ _ _ - -  
_ _ _ _ _ _ _ _ _  
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PART 111. 

The following required informalion is incorporated by reference Lo our dcfinitive proxy statement for our 2037 
Annual Mccting of Stakholdcrs presently scheduled Lo bc held in the second quarter of 2W7: 

Itcm 10. Directors. Exccutivc Officers and Corporalc Governance 

Executive Cornpcnsation 

~ Item 12. Security Ownership of Certain Beneficial O w n m  and Managcrncnr and Related Stockholder Manen 

Certain Rclationships and Rclatd Transactions. and Director Independence 

Principal Accounting Fecs and Services 

- 

Itcm 14. 

We will file our definitive proxy Efatcmenl lor OUT 2W7 Annual Meeting of stxkholders with lhc Sccuhlies and 
__ 

Exchange Commission on or bcforc April 30, 2007. 

2 
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PART Iy. 

Item 15. Eihibils and Financkl Stnrrntrnr Schedules. 

[a) (1) Financial Statements 

Included in Part U of this Repon 
Paer No. 

~ 

Discovery Holding Company: 
Management's Rcpolf on Internal Control O Y C ~  Financial Rcpolting . . . . . . . . . . . . . . . . . . . . . . . .  u-15 
Repon of Independent Registered Public Accounting Firm. . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  U-16 
Report of Independent Rcbstcrcd Public Accounting F i m .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  E-17 
Consolidared Balance Sheets, December 31.2006 and 2005. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  U-18 
Consolidated Statements of Operations and Comprehensive Earnings (Loss). Years endcd December 31. 

2006,200Sand20M . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  n-I9 
Consolidatcd Ststcments of Cash Flaws. Years Ended December 31.2W6.2005 and 2004. .  . . . . . . . . .  U-20 
Consolidated Statements of Stockholders' Equity, Years ended December 31. 2006. 2005 and 2004 . , . . D-21 
Notes to Consolidated Financial Satements. December 31, 2006.2005 and 2004. . . . . . . . . . . . . . . . . .  U-22 

la)  (2) Financial Statement Schedules 

Included in Part IV of this Repon: 

(i) All schedules have been o d t d  because they are not applicable. not m a t e d  or the required information i s  set 
forth in the financial Statemens or notes thereto. 

(ii) Separate financial statements for Discovery Communications, lnc.: 

Repon of Independent Regisared Public Accounting firm . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  IV-3 

IV-5 
Consolidated Statcrncnts of Cash Flows. Y m  endcd Dccanbcr 31. 2006. 2WS and 2 0 0 4 . .  . . . . . .  IV-6 
Consolidated Statements of Changes in Stockholders' Deficit. Yean 

2005 and 2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . IV-7 
Notes to Consohdated Financial Statements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  IV-8 

Consolidated Balance Shcets, Dccernbcr 31. 2006 and 2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  IV-4 
Consolidated Statcmcnls of Operations. Years ended December 31, 2006,2005 and 2004 

( 2 )  (3) e 
Listedbelowarelhccxhibils whicharcfiledar apartofthirReport(aceordin%tothsnumberarrigncdtothcm inltcm601 
of Rcgulation S-K): 

2 -Plan of Acquisition, Reorganization, Arrangement, Liquidation 01 Succession: 
2.1 Reorganization Agrccmcnt among Libem Media Corpomtion. Discovery Holding Company ("DHC") and 

Asccnt Media Croup. Inc. (incorpwated by reference to Exhibit 2.1 IO DHC's Registration Stalement on 
Fom 10, dated July 15. 2005 (File No. 000-51205) (the 'Tom Io")). 

3 - Anicles of Incorporaion and Bylaws: 

3.1 

3.2 

Rmated Certificatc of Incorporation of DHC (incorparatcd by rcfcrcnce to Exhibit 3.1 to thc Form IO). 
Bylaws of DHC (incorporated by reference to Exhibit 3.2 10 the Form 10). 

4.1 Spccimcn Callficate for shares of the Series A common stock, par value S.01 per share. of DHC 
(incorporated by reference to Exbiblt 4.1 to the Form IO). 

4.2 S p i m c n  Ceniticate tor snares a i  mC r 'W 
(incorporated by refcrence to Exhibit 4.2 to the Form 10). 

4.3 Rights Agreemen1 between DHC and EquiServe Trust Company, N.A., as Righls Agent (incorporated by 
reference to Exhibit 4.3 to the Fom IO). 

4 - InSUumenU Defining the Rights of Securities Holders, including Indentures: 
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